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Introduction 
Ｉｎｔｈｅｏｐｅｎｅｃｏｎｏｍｙｍａｃｒｏｅｃｏｎｏｍｉｃｌiterature，twopolicyinstrumentshave 
beenproposedtodealwiththecurrentaccountadjustmentOneachievesthe 
policyobjectivebychangingtherelativepricestructureoftheeconomy,ｗｈｉｌｅｔｈｅ 
ｏｔｈｅｒａｔｔｅｍｐｔｓｔｏｃｈａｎｇｅｔheaggregateincome-absorptionrelationshipwithout 
necessarilychangingtherelativeprice・Currencydevaluationorrevaluationinthe
elasticityapproachliterａｔｕｒｅｍａｙｂｅｒｅｇａｒｄｅｄａｓａｎｅｘａｍｐｌｅｏfthefbrmeralter‐ 
native;adjustmentofthemonetaryand/orflscalpolicyintheKeynesianliterature 
underflxedexchangerateｓｉｓａｎexampleofthelatter・Weshallhereaftercallthe
flrstoption``therelativepricepolicy，,andthesecondoption“theabsorptionpolicy，，， 
Traditionally,theanalysisofthebalanceofpaymentsadjustmentprocesshas 
mainlyconcernedwiththepositivelevel，althoughnotwithoutsomeimportaｎｔ 
exceptionssuchasthepolicycoordinationtheory・Recentdevelopmentsofthe
microeconomicapproachtomacroeconomics（seeFrenkel-Razin（1987,ｐａｒｔｓ３ａｎｄ 
４)，Blanchard-Fischer（1989）etc.，havemadepossibletheanalysisalsoonthe 
normativelevel，becauseoftheexplicitinclusionoftheoptimizationprocessasan 
indispensablepartoftheorizing． 
Ｔｈｅｐｕｒｐｏｓｅｏｆｔｈｉｓｎｏｔｅｉｓｔｏａｐｐｌｙｔheapproachtoevaluatethewelftlreimpli-
cationsofthetwomacroeconomicpolicyoptions，ｉｅ.，therelativepricepolicyand 
theabsorptionpolicy・Ｔｈｅａｎａｌｙｓｉｓｗｉｌｌｂｅｃａｒｒｉｅｄｏｕｔｉｎａnintertemporalfinme-
work，implyingthattheinterestratepolicyrepresentstherelativeprlcepolicy， 
andthatanintertemporarilycombiｎｅｄｌｕｍｐｓｕｍｔａｘ－ｓｕｂｓｉｄｙｓｃｈｅｍｅｒepresents 
theabsorptionpolicy・ＷｅｓｈａＵｓｈｏｗｔｈａｔｔｈｅｄｉｓｔｏｒｔｉｏｎａｒｙinterestratepolicyis
betterofTthanthecombinedlumpsuntax-subsidyscheme,giventhepolicyohjec-
tivetoregulatethecurrentaccountbalanceatapredetermineｄｌｅｖｅｌ 
Ａｔｔｈｅｏｕｔｓｅｔｏｆｔｈｅｐａｐｅｒ，westateexplicitlythattheRicardianequivalence 
theoremisassumedｎｏｔｔｏｈｏｌｄｉｎｏｕｒｐａｐｅｒ・Thisassumptionismadestrategi-
cally・Inmacro-economicpolicydebates，questionsoftenarisewhetherthefIscal
＊ＴｈｅＡｕｔｈｏｕｒｗｏｕＩｄＩｉｋｅｔｏｔｈａｎｋＤｒ・AtsushiT8unekiandPTMbgsorHidekiKonishifbru8elnIdiscussions，ＭｙｔｈａｎｋｓａｒｃｄｕｅｔｏＰｒｏ化ssorYoshihikoHiratawhokindlygavemeanopportunitytocontributeｔｈｉｓｐａｐｅｒｔｏｔｈｉｓｊｏｕｍａＬ 
WelmrelmplicationsorCurrentAccountAdjustmentPo]icies 
policy-inparticular,ａｎｉｎｃｒｅａｓｅｏｒｄｅｃｒｅａｓｅｉｎｔａｘ－ｉｓｅｆYbctiveincontrollingthe 
agg]PegatedemandTheRicardianequivaｌｅｎｃｅａｎｓｗｅｒｓｔｈｉｓｑｕｅｓｔｉｏｎｗｉｔｈａＨａｔ 
"ＮＣ，，,ｆｂｒａｎｙ(temporary)changeintaxationwillgenerateacorrespondingchange 
inprivatesavingIntermsofopeneconomymacroeconomics,itfnrtherimpliesthe 
equivalenceoftheburdenofextema］andinternalpublicdebt（seeMutoh（1985))． 
Ifthetheoremcorrespondstoreality，thisarticleshouldimmediatelystopatthis 
point,fbrtheassumedtax-subsidypoliｃｙ(i､e､,theabsorptionpolicy)isnoteffbctive 
atallinregulatiｎｇｔｈｅｃｕｒｒｅｎｔｂａｌａｎｃｅ、
Althoughthisisessentiallyanempiricalquestion，ｏｎｅｍａｙｄｏｕｂｔｗｈｅｔｈｅｒａｎｙ 
ｃｏｎｓｅｎｓｕｓｗｉｌｌｅｍｅｒｇｅｉｎｔｈｅｎｅａｒｆｎｔｕｒｅ・Ｔｈｏｓｅｗｈｏｆｂｅｌｃｏｎｃｅｒｎｓｏｖｅｒｔｈｅｐｅrsis-
tentcurrentdeficitoftheUnitedStatesoftensuggestataxincreaseasappropriate 
toreducethedeHcitsYet，fbrthosewhobelieveintheRicardianequivalence 
proposition,ａ（temporary）taxincreasehasnoeHbctivenessinregulatingthecur-
rentbalance・Ｉｎｓｔｅａｄｏｆｇｏｉｎｇｆｎｒｔｈｅｒｉｎｔｈｉｓｄｉｒection，ｗｈａｔｗｅａｔｔｅｍｐｔｈｅｒｅｉｓ
ｒａｔｈｅｒｔｏａｓｓumestrategicallythattheRicardianequivalencedoesnotholdThis 
meansthattheabsorptionpolicyinourmodelisatleastefYCctive・Ｈｏｗever，ｉｔ
ｍａｙｎｏｔｂｅｔｒｕｅｔｈａｔｔｈｅａｂｓｏｒｐｔｉｏｎｐｏ]ｉｃｙｉｓｅｆＹＩｃｉｅｎｔｉｎｔｅｒｍｓｏｆｗｅｌｆＨreimplica‐ 
tionslndeed，ｗｈａｔｗｅｗｏｕｌｄｌｉｋｅｔｏｓｈｏｗｂｙｏｕｒｅｘｅｒciseisthattheabsorption 
policyislessefYicientthantherelativepricepolicy・Evenifthetaxpolicymaybe
efYbctive,itislessappropriatethantherelativepricepolicy． 
ＴｈｅＭｏｄｅｌ 
Supposeasmallcountryfblcinganinternationalcapitalmarketwhereｉｔｉｓ 
ｐｏｓｓｉｂｌｅｔｏｆＴｅｅｌｙｌｅｎｄｏｒｂｏｒｒowataninternationanygivenrealrateofinterestr、
ＰＳＰ，ｉｎＦｉｇｌｒｅｐｒｅｓｅｎｔｓｔｈｅｐｒｏｄｕｃｔｉｏｎｐossibilityfi･ontierofthiscountry・The
productionstructureofthisecoｎｏｍｙｉｓｔｈｅｓａｍｅａｓｔｈａｔｏｆFrenkel-Razinopcit． 
(ch、５)．COmeasuresthecurrentperiodgoodsandC1measuresthefUtureperiod
goodAtthebeginningofthecurrentperiod，ｔｈｅｅｃｏｎｏｍｙｉｓｅｎｄｏｗｅｄｗｉｔｈｔｈｅ 
"nationalｉｎｃｏｍｅ''’０Ｐ，ｗｈｉｃｈｉｓｅｉｔｈｅｒｃｏｎｓｕｍｅｄｏｒｉｎｖｅｓｔｅｄ、Forsimplicity，ｗｅ
ａｓｓｕｍｅｎｏｅｎｄｏｗｍｅｎｔａｔｔｈｅｂｅｇｉｎｎｉｎｇofthefntureperiod 
Becausetherea］ｒａｔｅｏｆｉｎｔｅｒｅｓｔｉｓｒ，ｔｈｅｉｎｖｅｓｔｍｅｎｔｗｉｌ］ｂｅｄｅｔｅｒｍｉｎｅｄａｔａ 
ｌｅｖｅｌｗｈｅｒｅａｎｕｎｉtinvestmentmarginallyproducesl＋ｒｕｎｉｔｓｏｆｔｈｅｆｎｔｕｒｅｇｏｏｄｓ 
(ｉｅ.，themarginalrateofTeturnofinvesｔｍｅｎｔｉｓｒ)．ＩｎＦｉｇ､１，theintertemporal 
budgetconstrainｔＳＤ（ｗｉｔｈｌ＋ｒａｓｔｈｅｓｌｏｐｅ）istangentialtotheproductionpoＳＳｉ‐ 
bilityfmntierPSP，、TheproductionisinequilibriumatＳ,withOqsupplied
domesticallyfbrconsumptionpurposes，andCoPinvested・TheinvestmentCo祷P
generatestheconsumptiongoodsSqiinthefntureperiodWeshallabstractfrom 
risk,ｕｎｃｅｒｔａｉｎｔｙｏｒａｌｌｏｔｈｅｒｃｏｎｔｉｎｇｅｎｃｉｅｓ 
Ｔｕｍｉｎｇｎｏｗｔｏｔｈｅｄｅｍａｎｄｓｉｄｅ，ｗｅａｓｓｕｍｅｔｈａｔｔｈｉｓｃｏｕｎｔｒｙｈａｓｒｅｌａtively 
higherrateoftimeprefbrenｃｅＴｈｅ(community)indiffbrencecurvesbetweenq） 
andC1arebiasedtowardsthehorizontalaxisTheconsumptionequilibｒｉｕｍ，with 
givenr,ｔａｋｅｓｐｌａｃｅａｔＤ． 
Ｕ、derthecompetitiveequilibrium，ｔｈｅｅｃｏｎｏｍｙｒｕｎｓａｄｅｆｉｃｉｔＢＤｉｎｔｈｅｃur-
rentaccounttransactionsofｔｈｅｐｒｅｓｅｎｔｐｅｒｉｏｄｌｎｔｅｒｍｓｏｆｔｈｅａｂsorption-income 
relationship,theaggregateabsorptionisCjP(investment)plusOCo毒+BD(con-
２ 
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Ｆｉｇ．１． 
sumption)；ｔｈｅＧＮＰｏｆｔｈｅｐｒｅｓｅｎｔｐｅｒｉｏｄｉｓｅｑｕａltoORThediffbrencebetween 
theabsorptionandincome，ＢＤ，isimportedfromabroad，andthepaymentfbrthe 
importedgoodsisfInancedbyborrowinghomabroadattherateofinterestr・
Inthefntureperiod，theborrowingwillbereimbursedbyexportingSBofthe 
fnturegoods；ｔｈｅｓｕｒｐｌｕｓｉｎｔｈｅｃｕｒｒｅｎｔａｃｃｏｕｎｔｗｉｌｌｂｅＳＢｍｉｎｕｓｒＢＤ，ｗｈｅｒｅ 
ｒＢＤｉｓｔｈｅｄｅＨｃｉｔｉｎｔｈｅｄｅｂｔｓｅrviceaccount，ＢｅｃａｕｓｅＳＢｉｓｅｑｕａｌｔｏ（1＋r)ＢＤ,ｔｈｅ 
ａｍｏｕｎｔｏｆｔｈｅｃｕｒｒｅｎｔａｃｃｏｕｎｔｓｕｒｐｌｕｓｉｓｅｑｕｉｖａｌｅｎｔｔｏｔｈｅｄｅｂｔｔｈａｔｔｈｉｓｅｃｏｎｏｍｙ 
ｉｎｃｕｒｒｅｄｉｎｔｈｅｆＹｒｓｔperiodUnderthecompetitiveequilibrium，ｔｈｅｅｃｏｎｏｍｙｒｕｎｓ 
ａｃｕｒｒｅｎｔｄｅｆＩｃｉｔｉnthefIrstperiod，ａｎｄａｓｕｒｐｌｕｓｉｎｔｈｅｆｂｌｔｕｒｅｐｅｒｉｏｄ・Takingthe
twoperiodstogether,thiseconomy,ｓｃｕｒrentbalanceisinbalance． 
OptionsfOrcurrentaccoutadjustｍｅｎｔ 
Facingthissituation，supposethepolicyauthoritiesoftｈｉｓｃｏｕｎｔｒｙ－ａｔｔｈｅ 
ｂｅｇｉｎｎｉｎｇｏｆtheHrstperiod-havedecidedtoelｉｍｉｎａｔｅｔｈｅｃｕｒｒｅｎｔａｃｃｏｕｎｔｉｍｂａl-
anceThereasonfbrthedecisioｎｉｓｎｏｔｏｕｒｃｏｎｃｅｒｎｈｅｒｅ・Theauthoritiesmay
possib]ybeahaidoflosingfbreignreservesinthefIrstperiod（noticethatareduc-
tioninthefbｒｅｉｇｎｒｅｓｅｒｖｅｓｉｓａｗａｙｔｏＨｎａｎｃｅｔｈｅcurrentaccountdeflcit),ｏｒｔｈｅｙ 
ｍａｙｂｅｆｂｒｃｅｄｔｏｒｅｄｕｃｅｔｈｅｉｍbalanceduetointernationalpolicycoordinations.Ｉn 
anycasethedecisionimpliesadepartureh0mthecompetitiveoptimａｌｉｔｙｄｅｐｉｃｔｅｄ 
ｂｙｔｈｅｐｏｉｎｔｓＳａｎｄＤ・ＴｈｅｒｏｌｅｏｆｔｈｅａｕｔｈｏｒｉｔｉｅｓｔｈｅｎｉｓｔofIndawaythat
achievesthepolicyobjectiveatacheapersocialcost． 
Forthesakeofsimplicity，supposethepolicyobjectiveistoeliminatecom‐ 
３ 
WelfHrelmplicationsofCurrentAccountAdjustmentPolicies 
pletelytheimbalanceinthecurrentaccountinbothperiods・Supposealsothatthe
authoritiesaimatachievingtheobjectivewithoutrunningadditionalbudgetsur-
plusordeficit・Twooptionsareavailable:ａ)first,theimbalanceisreducedtozero
bysimplyprohibitingtheaccessoftheｐｒｉｖａｔｅｓectortotheinternationalcapital 
market；ｂ）second，ｉｔｉｓｅｌｉｍｉｎａｔｅｄｂｙｉｍｐｏｓｉｎｇａｌｕｍｐｓumtaxinthepresent 
period,ｃｏｍｂｉｎｅｄｂｙａｌｕｍｐｓｕｍｓｕｂｓｉｄｙｉｎｔｈｅnextperiod、AssumingtheRicardian
equivalenｃｅｔｈｅｏｒｅｍｎｏｔｔｏｈｏｌｄ，thelatteroptioncanafYbcttheabsorption、The
fbrmeroptionisachievedbyimposingaprohibitiveinternationalcapitaltransac-
tionstax'),which，bydefinition，raisesnotaxrevenue・Ｔｈｉｓｔａｘｉｓａｎｅｘａｍｐｌｅｏｆ
ｔｈｅ“relativepricepolicy，，,whilethesecondoption,alumpsumtax-subsidyscheme， 
ｉｓａｎｅｘａｍｐｌｅｏｆｔｈｅ“absorptionpolicy，，、Ｗｅｓｈａｌｌｃｏｍｐａｒｅｔｈｅｗｅｌ値reimplica‐
tionsofthetwopolicies． 
Ｔｈｅａｂｓｏｒｐｔｉｏｎｐｏｌｉｃｙ 
Considerthelumpsumtax-subsidyschemeHrst・Supposefbrsimplicitythat
theindifYbrencecurvesarehomothetic・Theincome-consumptionline,ＯＤ,isstraight
homtheoriginWhentheaｕｔｈｏｒｉｔｉｅｓｉｍｐｏｓｅａｌｕｍｐｓｕｍｔａｘＡＤ，thebudgetline 
shrinkstoAD，(paralleltoAD)andtheconsumptionoccurrsatD，、Theequilibrium
atD，impliesthatthetotalabsorptionoftheprivatesector(intermsofthepresent 
periodgoods）ｉｓＯＣ｡＊（fbrconsumption）ｐｌｕｓＣＯＰ（fbrinvestment)，Becausethe 
totalabsorptionexceedsthetotaldisposalresourcesavailabletotheprivatesector 
(i､e､，ｔｈｅｅｎｄｏｗｍｅｎｔＯＰｍｉｎｕｓＡＤ,ｔｈｅtax),theprivatesectormustborrowfrom 
abroad(eithertofinancetheconsumptionortheinvestment)atthegoinginterna-
tionalrateofinterest・Thecapitalimportoftheprivatesectormustbeequalto
thedifYbrencebetweenthedisposableincomeandtheabsorption,ｉ､e､，（ＯＰ－ＡＤ）‐ 
(ＯＣｏ事＋ＣＯＴ)＝-ＡＤ・
ＷｈathappenstotheauthoritiesthathａｖｅｒａｉｓｅｄｔｈｅｔａｘｒｅｖｅｎｕｅＡＤ？Recalling 
thatourauthorotiesdonotattempttorunadditionalbudgetsurplusordefIcit,ｗｅ 
ａｓｓｕｍｅｔｈａｔｔｈｅｔａｘｒｅｖｅｎｕｅｉｓｉｍｍediatelyspentbytheauthoritiesinorderto 
purchasethefbreignSecurities（capitalexports)．Thisassumptionmustbemade， 
fbrtheauthoritiesinthenextperiｏｄｍｕｓｔｐａｙｏｕｔａｓｕｂｓｉｄｙｉｎｏｒｄｅｒｔｏａchievethe 
policyobjectiveofkeepingthecurrentbalancezeroinbothperiods、
Ｗｈａｔｈａｐｐｅｎｓｔｏｔｈｅｂａｌａｎｃｅｏｆｐａｙｍｅｎｔｓｏｆｔｈｉｓｃｏｕｎｔｒｙａｓａｗｈｏｌｅ？Onthe 
currentaccountside，ｔｈｅ（net）ｉｍｐｏｒｔｏｆｔｈｅｃｏｕｎｔｒｙｉｓｓｉｍｐｌｙｚｅｒｏ２１．Onthe 
capitalaccountside,theprivatesectorimportscapitalwhilethegovernmentsector 
exportｓｃａｐｉｔａＬＴｈｅａｓｓｕｍｅｄｂｅｈａｖｉｏｒｏｆｔｈeauthoritiesimpliesthesecapital 
movementstocanceleachother;ｔｈｅｂａｌａｎｃｅｏｆｃａｐｉｔａｌａｃｃｏｕｎｔｉｓａｌsozero． 
AbsorptionpoUicyinthesecondperiodanditswelfnreimppHicationｓ 
Ｓｏｆａｒｗｅｈａｖｅａｎａｌｙｚｅｄｗｈａｔｈａｐｐｅｎｓｔｏｔｈｅｂａｌａｎｃｅｏｆｐａｙｍｅｎｔｓｉｎｔｈｅｆｉｒst 
periodiftheabsorptionpolicyiｓｐｕｒｓｕｅｄＷｈａｔｈａｐｐｅｎｓｉｎｔｈｅｓｅｃｏｎｄperiodis 
similarlyexplained、Inthesecondperiod,ｔｈｅｓｕｐｐｌｙｏｆｇｏｏｄｓｂｙｔｈｅｐｒｉｖａｔｅｓｅctor
isSC｡*,outofwhichtheprivatesectorpurchasesD，Cb薯;therest,ＳＤ,,isexported
４ 
ＴａｋａｈｉｋｏＭｕｔｏｈ 
ａｂｒｏａｄｔｏｐａｙｆｂｒｔｈｅｄｅｂｔｉｎｃｕｒｒｅｄｂｙｔｈｅｐｒｉｖａｔｅｓｅｃｔｏｒｉｎｔｈｅｆｒｓｔｐｅｒｉodThe 
government,ｏｎｔｈｅｏｔｈｅｒｈａｎｄ,sellsthefbreignsecuritiesholdings,ｗｈｉｃｈａｒｅｎｏｗ 
ｗｏｒｔｈ（1+r)ＡＤ＝ＳＤ，、Asinthepreviousperiod，theauthoritiesareassumedto
avoidadditionalbudgetsurplusbypaymｇｏｕｔｔｈｉｓａｍｏｕｎｔａｓａｓｕｂｓｉｄｙｔｏｔｈｅ 
ｐrivatesector・Usingthesubsidy,theprivatesectorimportsthegoodｓａｓｍｕｃｈａｓ
ＳＤ'・Takentogether,ＳＤ,asthedifYbrencebetweentheoutputSqandthepre‐
subsidyconsumptionC｡=Ｄ，，ａｎｄＳＤ，astheprivatesector,simportpurchasedby 
spendingthesubsidy，completelycancelout・Therefbre，theaggregateconsump‐
tioninthesecondperiodisSq勲,whichisequaltothenationalincomeofthat
periodWiththetwo-periodmodelwherenoinvestmenttakesplaceinthesecond 
period,thecurrentbalanceofthesecondperiodisagainzerQ 
Theabsorptionpolicytherefbreachievesthepolicyobjectiveofkeepingthe 
currentaccｏｕｎｔａｔｚｅｒｏｔｈｒｏｕｇｈｏｕｔｔｈｅtwoperiodsTakentogether,theconsump-
tionbytheprivatesectorisshownbythepointS(Oq鰺fbrthefirstandSCD鑿fiDrthe
secondperiods)，whichisinfbriortothecompetitivｅｏｐｔｉｍａｌｉｔｙｓｈｏｗｎｂｙＤＦｕｒ‐ 
thertoberecognizedisthatthepointSisgenerallyinfbriortotheclosedeconomy 
competitiveequilibrium，becauseｔｈｅ（community）indifYbrencecurvecannotbe 
tangentialtothebudgetlineatSInfact,theclosedeconomyequilibrium,Ｚ,must 
situatesomewheresouth-eastofSontheproductionfrontier、BydefInition，the
marginalrateoftransfbrmationandthemarginalrateofsubstitutionareequal‐ 
iｚｅｄａｔＺｂｙｔｈeinterestrate,ｗｈｉｃｈｉｓｅｎｄｏｇｅｎｏｕｓｉｎｔｈｅｃｌｏｓｅｄｅｃonomy， 
ＴｈｅｃｌｏｓｅｄｅｃｏｎｏｍｙｅｑｕｉｌｉｂｒｉｕｍａｔＺ，however，ｉｓａｃｈｉｅｖｅｄｅｖｅｎｉｎｔｈｅｏｐｅｎ 
ｅｃｏｎｏｍｙonceanappropriatetaxonintemationalcapitaltransactionsisintro‐ 
ducedlnparticular,aprohibitivetaxoninternationalcapitaltransactions‐which 
raisesnorevenueandrunsnoadditionalbudgetimbalance‐ｃａｎｉｎｄｕｃｅｔｈｅｏｐｅｎ 
ｅｃｏｎｏｍｙｔｏｔｈｅvirtuallyclosedeconomyequilibriumatZ，wherethecurrentbal‐ 
anceisalwayszero・Ｚ,however,ｉｓｓｕｐｅｒｉｏｒｔｏＳｆｒｏｍｔｈｅｓｔａｎｄｐｏｉｎｔoftheimplied
welfareTheprohibitivetaxoncapitalmovementsachievesthesamepolicyobjec-
tiveofkeepiｎｇｔｈｅｃｕｒｒｅｎｔａｃｃｏｕｎｔａｔｚｅｒｏａｔａｃｈeapersocialcostthandoesthe 
"absorptionpolicy"． 
ＳｏｍｅｒｅｍＨＴｋＳ 
Havingprovedthattheabsorptionpolicyislessdesirablethantherelativeprice 
policy,severalremarksareinorder・
First，theentireargumentdevelopedhereisanapplication，ｉｎａｓｅｎｓｅ，ofthe 
secondbesttheory3)．Ｉｎｔｈｅｆｉ･ameworkofthemodeldevelopedhere,thefirstbest 
"policy”ｉｓｔｏｉｎｄｕｃｅｔｈｅｅｃｏｎｏｍｙｔｏｔｈｅｃｏｍｐｅtitiveoptimalityatSandD、The
policyobjectiveoftheauthorities,toeliminatethecurrentaccountimbalanceper-
tainingtothecompetitiveoptimality，ｈａｓｉｍｐｏｓｅｄａｃｏｎｓｔｒａｉｎｔｔｈａｔｉｎｔｒｏ.ucesa 
newdistortiontothiseconoｍｙ、Underthisconstraint，whichvirtuallyfbrcesthe
economyｔｏｒｅｔｕｒｎｔｏｔｈｅｃｌｏｓｅｄｏｎｅ，thewelfHreimplicationsofthealternative 
policiesmustbecompared、InthissecondbestfTamework，ｉｔｉｓｎｏｔｓｕｒｐｒｉｓｉｎｇｔｈａｔ
ｔｈｅｓｅｅｍｉｎｇｌｙｎｏｎ－ｄｉｓｔｏｒｔｉｏｎａｒｙｌｕｍｐｓｕｍtax-subsidyschemeisinfbriortothe 
seeminglydistortionarytaxoninternationalcapitaltransactions、
Second，thevalidityofourargumentispartlyduetotheassumedendogenous 
WelltwelmplicationsofCurTentAccountAdjustmentPolicies 
ｇｒｏｗｔｈｏｆｔｈｅｅｃｏｎｏｍｙｗｈｅｒｅｔｈｅ］evelofinvestmentisoptimallyｃｈｏｓｅｎａｓａ 
ｆｉｍｃｔｉｏｎｏｆｔｈｅｉｎｔｅｒｅｓｔrate・Torecognizethispoint，supposenoendogenous
growthAssumeinsteadthatthecurrentperiodendowmentisOq.,ａｎｄthe 
fUtureperiodendowmentisSCo率．Theproductionpossibilityfrontierdegenerates
toarectanglewithOandSasoppositecorners・ＳａｎｄＺｔｈｅｎｃｏｉｎｃｉｄｅ－Ｌｅ.，the
twopolicieshavethesamewelfareimplications・
Thirdly，ｓｏmeremarksaremadehomthestandpointofthepolicyassignment 
theory・Intheframeworkofthismodel,ｔｈｅpolicyohjectiveistoeliminatethe
imbalanceinthecurrentaccount、Thecurrentaccount，ｉｎｔｕｒｎ，isthedifYbrence
betweenthenationalsavingandthenationalinvestment,ｂｏｔｈｏｆｗｈｉｃｈａｒｅｄｅｔｅｒ－ 
ｍｉｎｅｄｏｎｃｅｔheinterestrateisgivenBycontrollingtheinterestrate，ｔｈｅcurrent 
accountbalanceisafYbctedboththroughthesupplyside（productionfrontier）ａｓ 
ｗｅｌｌａｓｔｈｅｄｅｍａｎｄｓｉｄｅ（consumptionandsavinglIncontrast,theeffbctofthe 
tax-subsidypolicyonthecurrentbalanceworksthroughthedemandsidealone， 
leavingthesupplysideuncontrolledThisisthereasonwhythetax-subsidypolicy 
islessappropriatethantheinterestratepolicytoregulatethecurrentbalance．In 
termsofthepolicyassignmenttheory,thelatterhasacomparativeadvantageover 
thefbrmerasaninstrumentfbrthecurrentaccountadjustment・Obviouslyenough，
thecomparativeadvantageoftheinterestratepolicydisappearsoncetheproduc-
tionpossibilityfrontierdegeneratestoarectangle，fbrtheefYbctivenessofany 
policystemsfiPomitsdemandsideefYbctaloneinthiscase． 
Whetherthecurrentaccountbalancemustbeadjustedbytherelativeprice 
policyorbytheabsorptionpolicyhasfTequentlycausedlivelypolicydebates、Ｉｔｉｓ
ｐｅｒｈａｐｓｆａｉｒｔｏｓａｙｔｈａｔｔｈｅｄｅｂatehasbeenmainly9andtoooften,carriedouton 
thelevelofefY1ectivenessOnemaydoubtwhethertherelativepricepolicycan 
efYbctivelycontrolthesavingandinvestment、Onemayalsodoubt,fiPomthestand‐
pointoftheRicardianequivalenceproposition，whetherataxchangecanefYbc‐ 
tivelyafYbcttheconsumption・
AlthoughtheefYbctivenessisanimportantissue，thereremainsanotherimpor‐ 
tantone：outoftheassumedlyefYbctivepolicyinstruments（andwehaveindeed 
assumedtheefTbctivenessofthetaxpolicybypostulatingthattheRicardianequiva‐ 
lencedoesnothold)，onemustdistinguishappropriatefmminappropriateinstru‐ 
ｍｅｎｔsintermsoftheassociatedwelfnre・Addressingthisissuefi･omthesecond
besttheoly，ｉｔｈａｓｂｅｅｎｓｈｏｗｎｔｈａｔｔｈｅｒｅｌａｔｉｖｅｐricepolicyoutweighsthetax 
policｙａｓａｎｉｎｓｔｒｕｍｅｎｔｔｏｐｒｏｍｏｔｅｔｈｅｃｕｒrentaccountadjustment・Theresult
hassomeimplicationstothecurrentaccountdefIcitproblemoftheUnitedStates， 
ｗｈｅｒｅａｎｕｍｂｅｒｏｆｅｃｏｎｏｍｉｓｔｓｈａｓｔｅｎｔｏｃｏｎｃｌｕｄｅｔｈａｔａｔａｘｉｎｃｒｅａｓｅｉｓｔｈｅｏｎｌｙ 
ｗａｙｏｕｔ． 
６ 
ＴａｋａｈｉｋｏＭｕｔｏｈ 
Notes 
1） Thereisasimilaritybetweenthistaxandtheso-calledTobin-Dornbusch 
tax,althoughthelatterisconcernedmorewiththeshorttermcapitaltrans-
actionsinwhichspeculativeactivitiesmattergreatly、
Theinitialdebtpositionisassumedzero、Thecurrentandthetradeac-
countscoincidemtheｆＩｒｓｔｐｅｒｉｏｄ 
ＩｏｗｅｔｈｉｓｐｏｉｎｔｔｏＡｔｓｕshiTsunekitowhomlthank． 
2） 
3） 
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